The aim of this study is to investigate the pre and post privatization financial, social and operational performance of forty two Portuguese companies in most of sectors of economic activity that experience full or partial privatization through public share offering, direct sale or public contest, for the period from 1989 to 2009. That is, this work investigates, whether or not, the privatization of sate-owned enterprises (SOE's) had caused improvements on the economic and financial health of those privatized companies, as it is suggested by the literature of property rights, public choice and agency theory. First, we document significant improvements on profitability, operating efficiency, capital investment, real output, dividend payout, treasury applications, activity levels and capital structure. Secondly, we experience significant decreases in employment after privatization. Third, we observe that, following privatization, the financial equilibrium (short and long) of firms was negatively affected. Lastly, our results are generally robust surviving the partition of the dataset into various sub-samples.
Introduction
Privatization is the sale by a government of state owned enterprises (SOEs) to private investors. Privatization, in essence, relates to the transfer of responsibility for the performance of a specific service from the public to the private spheres. When a firm is privatized, that is, when the ownership changes from the government to private hands, a lot of factors related with its functioning change, such as, organization, procedures, commercial and marketing strategy, industrial technology, strategic planning, etc. Our aim is to investigate if these changes have consequences in the operational, social and financial performance of the privatized firms.
Privatization contributes to use of markets to allocate resources, as defended by (Boycko et al., 1996) . Since the first privatizations in Germany in the early 1960s and the privatizations of the Britain's government in the early 1980s, privatization is now accepted as an important tool of economic policy used by governments all over the world. What kind of goods and services should be provided by government employees as opposed to private firms?
The discussion of this problem is still to continue for a long period of time. The economic theory still finds it difficult to explain what makes the difference between a privatized and a nationalized firm and keeps the discussion of this problem. To explain that a privatized firm may produce more efficiently than a nationalized one, the analysis usually falls back on assuming that there are some exogenously given differences in the abilities of the government and the private owner. Although there is certainly a lot of casual empirical evidence to support these assumptions, it would be more satisfactory to explain the differences between the two organizational modes endogenously.
The majority of the investigation on privatizations, so far, has had the following omissions: in first place, the investigation on this area, has been oriented only to the operational and economic side of the firm's performance, during the post-privatization period; as a matter of fact, most of the authors with work on this area, did not consider on their investigation, the financial side of the firm's performance after privatization. Most of work done till now, as (Clamote, 1999) and (D'Souza and Megginson, 1999) , was oriented only to the operational (economic) performance of privatized companies, before and after the privatization year, and they analysed the following performance economic areas: (1) Profitability, (2) Operating efficiency, (3) Capital Investment, (4) Real Output (5) Employment and (6) Leverage.
Our work has the objective to investigate how privatization in Portugal, since its beginning years, affect not only the operational (economic) performance of the former SOE's, but also their financial performance and, as a consequence, their financial equilibrium and structure, intending to fill in this knowledge gap. That is, the scope is not only limited to economic aspects of firm after privatization, but also, it is oriented to the financial consequences on firms of the privatization process. In order to achieve this objective, besides the economic analysis, similar to the authors mentioned above, we added some other aspects to the economic analysis and we developed a financial analysis, before and after the privatization period, based on following financial indicators: (7) Dividend policy, (8) Treasury, (9) Activity levels, (10) Short term equilibrium and (11) Long term equilibrium. This is the first study developed in Portugal, covering in detail, not only the operational (economic) performance, but also the financial performance of those firms, what is an omission of previous studies.
In second place, most of the work done so far, considers the firms as a whole, in aggregate terms, with some exceptions, such as, (Clamote, 1999) and (D'Souza and Megginson, 1999 ) that had divided the full sample into five subsamples: (1) Non-competitive versus competitive firms, (2) Firms with more than 50% control versus firms with less than 50% control by government after privatization (3) Firms with more than 50% change on the Board of Directors versus firms with less than 50% change on the Board of Directors, (4) Firms in which a new CEO is appointed after privatization versus those in which the old CEO is retained and (5) Firms from industrialized countries versus from developed countries.
In fact, our work goes beyond the sub-analysis, based on sub-samples that were developed by previous studies filling in this knowledge gap. Besides the sub-samples presented above (1), (2) and (3), our study investigates the performance behaviour (operational and financial) of the following other subsamples: (4) Financial Sector Firms versus NonFinancial Sector Firms. (5) Foreign Allocation of Control (more than fifty percent) Versus National Allocation of Control (more than fifty percent) (6) Concentrated ownership structure versus nonconcentrated ownership structure after privatization. (7) Share Issue Privatizations (SIPs) versus Direct Sale (DS) or Public Contest (PC) privatizations. (8) Firms that have their stock officially quoted after privatization versus firms that do not have their stock officially quoted after privatization (9) Privatizations in or before 1990 versus privatizations after 1990. (10) Firms that have shareholders in management after privatization versus firms that do not have shareholders in management after privatization (11) Firms that were restructured before privatization versus firms that were not restructured before privatization.
Privatization typically transfers both control rights and cash flow rights to managers who then show a greater interest in profitability than did the politicians, as defended by (Jensen and Meckling, 1976) . Because of the importance of this area, the analysis conducted on this study seeks to determine whether the privatization of SOEs in Portugal is truly desirable and lives up to the expectations of governments and development agencies for the performance of newly privatized firms. We feel that a multi-industry sample provides a broad perspective of share issue privatizations and offers significant opportunities to identify the sources of the economic and financial performance in newly-privatized firms. Using univariate pre versus post privatization comparisons, we examine whether the privatization has or not has changed the financial and operational performance of Portuguese privatized firms so far.
On the economic side, we document significant improvements on profitability, operating efficiency, capital investment, and real output and activity levels. Firms on the competitive sector of the economy, firms with changes on more than 50% of the Board, firms in the nonfinancial sector, firms with foreign control, firms with concentrated structures after privatization, firms with stocks listed in an Exchange Market, firms with shareholders in management, firms that changed the total control after privatizations and firms that restructured, have a more significant operational improvement than the correspondent opposite subsample.
On the social side, we experience a significant decrease on employment after privatization, which means that, after the privatization process, the personal costs, among others, are some of the priority fixed costs that are cut-off by management. The more significant decline of this type of costs is experienced by the sub-samples mentioned on the last paragraph.
Lastly, on the financial side, we document a decline on the short and long term equilibrium, which means that companies, after privatization, at least during the first years, have some financial instability, mainly due to a great effort to finance their growth and capital investments, lay-offs, and to finance the redirection of their commercial and marketing strategy.
This article is organized as follows. Section 2.2 provides the theoretical and empirical research on privatization. Section 2.3 describes the data and sample collection. Methodology, empirical proxies and testable predictions are described in Section 2.4. Section 2.5 presents the empirical results. Section 2.6 sums and concludes.
Literature review
Privatization is an issue for political leaders trying to deliver services demanded by their citizenry, while maintaining reasonable cost of operating government. It is also an issue for those who see a more restricted role for government and argue that the private sector should perform most tasks not specifically delegated to government, as (Parker, 1994) . Others, such as, (Rees, 1988) are interested in privatization because of a belief in the power of the marketplace and competition to provide goods and services at a fair price, responding to public demand.
Research on the state-owned and privatelyowned firm's performance

The theory of the efficiency of state versus private ownership
There are some theories about privatization defending a direct relationship between the impact of privatization and the degree of market failure. Welfare theory argues that the privatization process has the most relevant impact for state owned companies integrated in competitive markets. (Sheshinski and Lopez-Calva, 1999), argue that there should be "... important efficiency gains from changes to private ownership in competitive structures." The competition effects can be so significant that conduct the state owned firm to react to pressures in order to improve efficiency without privatization.
Inefficiency in state owned firms can be explained because those firms do not have to compete with private companies, as they receive funding from the government. In addition, in those companies there is no discipline as we can observe in private companies.
The government political and fiscal policies have been determinant to the success or not of the efficiency of some privatizations. In addition, governments have raised great amounts of money through the sale of state owned enterprises. Those sales contribute to reduce the fiscal deficit in many countries, as had happened in Portugal.
Privatization develops factor and product markets, as well as capital markets, as defended by (Ehrlich et al., 1994) . The consequences of privatization on the industry sector are different from country to country, depending on the strength of the existing private sector. Privatization can also develop the growth of institutions that improve the operations of markets.
In summary, according to the existent literature, there is no doubt, that state ownership has important weaknesses. (Shleifer, 1998) sums up much of the literature with, "... a good government that wants to further "social goals," would rarely own producers to meet its objectives".
Empirical evidence of the efficiency of state versus private ownership
The consequences of government ownership on firm performance can be analysed using two alternative methodologies. Firstly, through a comparison between the performances of the government owned with the privately owned firms. The major difficulty of this method is to choose the appropriate set of comparison firms and the best measures of performance. Secondly, some government owned companies have political goals, instead of profitability and efficiency goals, what makes the comparison more difficult to be done.
Prior studies, such as, (Eckel et al., 1997), have found that firms are more profitable and efficient after privatization. Nevertheless, changes in both the competitive environment and firm objectives usually occur simultaneously with a change in ownership. These studies of privatization thus measure the join effect of changes in ownership, market structure and firm objectives, but assume that the primary effect is due to a change in ownership.
In addition, (Vining and Boardman, 1992 ), using a Canadian firm's database had results much similar to the results of other authors, thus is, private firms perform much better than state owned companies.
Are there policy alternatives to privatization?
There are several authors that think that, more than the privatization itself, competition and deregulation, are more relevant factors to improve performance of state owned firms, such as, (Yarrow, 1986) , (Kay and Thompson, 1986) , (Bishop and Kay, 1989) , (Vickers and Yarrow, 1991) , and (Allen and Gale, 1994).
On the contrary, other authors are convinced that privatization is absolutely necessary and the only way to achieve better performance results, such as, (Vinnig and Boardman, 1992), (Boycko et al., 1994) , (Nellis, 1994) , (Brada, 1996) , and (Shleifer, 1998).
Financial performance of divested firms
The research of the financial performance of privatized firms and of the state owned companies raise other methodological questions: in first place, privatization has been a government tool to achieve certain political objectives. Additionally, there has been a problem with data availability and consistency. Also, a question arises when the researchers have to decide to choose accounting or market data. In fact, in some privatized and private companies may exist some accounting problems, according to the goals of the owner. Finally, there are questions related with the selection of a benchmark to compare performance and to choose the appropriate statistical tests.
For some authors, as (Boubakri and Cosset, 1998) , the increase in profitability of privatized firms may the result of the report earnings "management" by the government, for instance, decreasing reported earnings before the privatization to convince employees about the benefits of privatization. According to (Boycko et al., 1993) state-owned companies do not have profitability as a goal; instead, those firms have different objectives, as the maximization of employment and the development of backward regions with a variety of indirect subsidies.
Empirical studies employing data from nontransition economies
The studies from non-transition economics confirm other studies, that is, privatization is linked with improvements in the post-IPO period. (Martin and Parker, 1995) study is one exception, since he found a decrease in performance for six of eleven British firms after privatization. In these non-transition economies, the general rule is a general performance improvement after privatization, not only in economic and social terms but also in financial terms.
The contrary performance results in different studies may be explained by different methodologies used in those studies, the size of the sample, some make-up done by he accountants and, probably, a lot of omitted factors. That is, there is not a "standard" output. Depending upon the proxies involved, the outcome may be more or less relevant in relation to the performance results after privatization (La Porta and López-de-Silanes, 1999) developed a single-country study. They executed a global investigation of the majority of Mexican privatizations and they compared performance changes to industry-matched private firms. (Dewenter and Malatesta, 1996) used different periods to investigate performance of private firms and stateowned firms over an extended time period
Empirical tests of privatization in transition economies
To investigate privatization on firm performance is much more complicated in transition economies than in non-transition economies. The main difficulty to test the privatization effects in transition economies is the fact that, as they move from Communism to a market economy, everything occurs at the same time, not only in economic but also in political terms. As a result, to isolate the consequences of privatization, it is a very difficult task. In addition, according to (Djankov and Murrel, 2000) , there are enormous difficulties in terms of accounting procedures and the type of financial reporting. The work that is done for transition economies has many problems with a relevant selection bias and omitted variables.
Many authors already developed work about the consequences of privatization on the performance of divested firms, such as, (Claessens and Djankov, 1999), (Lizal et al., and 2000), (Frydman et al., and 1999) and many others. Some of the conclusions of these authors about the causes of post-privatization performance improvement are as follows: foreign and outside ownership; concentration on private ownership after the IPO; restructuring of firms after the IPO, more frequent when outsiders take control; when new CEOs are nominated to run the new privatized companies; post-privatization improvements are greater for small companies, but that improvement decreases in long run, probably due to increased competition; employment decrease is normally followed by a significant increase in labour productivity.
A Summary of privatization research
The privatization research conducts us to the following conclusions:  A great part of firms that are privatized through an Initial Public Offering (IPO), believe they will improve their capital structure and increase their profitability in the short term, according to (Febra, 2000) ;  The role of the state owned enterprises in the economy was significantly diminished with the privatization programs;  Privatization is a complex process that is related with political and economic factors; therefore, the technique used to privatize a state owned firm depends on that type of factors;  The IPO underpricing is used by governments to favour domestic over foreign investors. By this way, state owned firms' employees are favoured, since they keep preferential allocations, (Megginson and Netter, 2001 );  The existence of "golden shares" gives governments veto power and other control restrictions;  Privatization proved to be the right mechanism to achieve results that would not be attained without it;  After privatization, firms increase their profitability, output, investment, dividend payout, efficiency, decrease their leverage and become more efficient, according to (Clamote, 1999);  In general, employment falls with the privatization and there is always a large compensating improvement;  Privatization, most of the times, brings new managers with improvements in performance;  Buying shares in a share issue privatization and selling them in the short run, normally, lead to abnormal returns;  Countries with large privatization programs normally have had rapid growth in the stock market capitalization and trading volume, according to (Almeida and Duque, 2000) ;  Finally, the privatization phenomenon improved the capital market regulations, the information disclosure rules, and contributed to create modern financial systems. As we saw, there are different theories about privatization and its effects in the post-privatization period. Most of them defend a direct relationship between the impact of privatization and the relevant performance improvements of privatized firms. Some argue that the privatization process has the most relevant impact for state owned companies integrated in competitive markets. Others conclude that the most relevant efficiency gains occur when firms change to private ownership in competitive markets. For other theories, there is inefficiency in SEOs, because those firms do not have to compete with private companies, since they get financing from government. Also, the inefficiency of CEOs may be explained by the lack of discipline that we can observe in private companies and, therefore, state ownership has relevant weaknesses.
In order to confirm these theories, in this second chapter, we define the best empirical methodologies and the consequent work that is designed to conclude if our results are closer or not to those theories. With a sample of forty two privatized companies, we developed statistical tests (the Wilcoxon Signed Rank Test and the Kruskal-Wallis Test). The first of them is used to measure the post-operational, social and financial performance in comparison with the same type of performance along the time before the IPO. The second test is used to compare the several performance indicators for each pair of sub-samples of the 11 sub-sampling criteria. A significant difference between the sub-samples would indicate that the subgroup classification factor might be an important determinant of post-privatization performance changes.
Data and sample collection
The factors behind the selection and definition the sample are as follows: Firstly, we limit our analysis to Portuguese companies that were fully or partially privatized through a public share offering and through a direct sale or public contest, primarily because companies that are privatized by this way continue to generate post-issue financial and accounting data that is directly comparable to predivestiture data. Secondly, we select firms that have their initial public offering of shares, direct sales or public contest with financial information from 1987 to 2009 and have, at least, three annual observations in the years N-3 to N-1 and in the period N+1 to 2009, where the year of privatization is defined as year N. Finally, we define a very well diversified sample, including companies from all sectors of activity, including commercial banks, insurance companies, industrial and commercial companies.
We required directly from the privatized firms: (1) the offering prospectus for their initial offer, which invariably presents multiple years of preprivatization financial data, as well as details about the offering itself, and (2) the annual reports from the postprivatization periods. Approximately 90% of the companies approached fully or partially complied with the requests. In several cases, we supplemented the financial statements sent with secondary sources, namely, commercial banks, Bank of Portugal and Euronext Lisbon databases. We also had personnel contacts with managers of some firms. In case of doubts about some aspects of the firms, we also made direct phone calls. We did not include any company by relying exclusively on secondary sources.
We employ local currency data in all our analyses and, whenever possible, we compute ratios using nominal data in both the numerator and denominator. In computing real sales and sales efficiency (revenue per employee), sales revenue data was deflated by the appropriate consumer price index (CPI). A similar procedure was employed to compute net income per employee.
Our data includes privatizations of forty two firms. These transactions take place from 1987-2009. Therefore, our data span a larger time period than any other privatization study made for the Portuguese Market. Table 1 provides the sample of privatized firms with the name of the company, the type of industry, the issue date and the percentage of capital that was privatized at the date of the issue. The sample is well diversified, exhibiting a wide temporal dispersion.
Methodology, empirical proxies and testable predictions
In this chapter, we use two different methodology techniques, which have different objectives: the Wilcoxon Signed Rank Test and the Kruskal-Wallis test.
The Wilcoxon Signed Rank Test uses the magnitude and the direction of the differences to conclude, or not, if there are true difference pairs of data designed from one sample or two related samples. This test should be chosen, since we want to incorporate the size and the direction of the differences. With this methodology, we test if there are significant differences in performance (analysed by 12 indicators), before and after the privatization. There is a significant difference when we reject the null hypothesis (with H0 there are not significant differences). The rejection of H0 is stronger than the no rejection.
That is, the null hypothesis means that there are not differences among the mean values of each pair, that the pairs are identical and that the difference magnitude is insignificant. The rejection of H0 is the statically evidence that the performance of subsamples show significant differences between before and after the IPO. In short, the objective of the Wilcoxon Signed Rank Test is to measure the postoperational, social and financial performance in comparison with the same type of performance along the time before the IPO.
The Kruskal-Wallis test works with independent sub-samples and it tests if they may be considered similar. The variables are not correlated. The null hypothesis (H0) is that two independent samples are similar. Using this test, we assume that the two subsamples are independent; therefore, we test H0 with the perspective of rejection of it. If we do not reject the null hypothesis, we have statistical evidence to not consider that sub-sample pair. That is, the rejection of H0 means there is statistical evidence of differences between the sub-samples, which means that such sub-samples show different performance behaviour.
In short, the utilization of both methodologies using the software SPSS, is justified by the need to test, simultaneously, the existence or not, of statistically significant differences between variables defined in a different way (correlated in Wilcoxon Signed Rank Test and independent in Kruskal-Wallis test). That is, as we want to test two types of different variables, we use the more appropriated tests to each kind of analysis.
The Wilcoxon Signed Rank Test for measuring post-operational and financial performance
Governments expect that privatization will be the solution for most of the problems state owned enterprises face today, such as, low operating efficiency, low profitability, low output, high levels of employment, weak capital structure, etc. They expect that privatized firms will become financial healthier.
We use a complete set of indicators to reflect the operational and financial health of the privatized companies before and after privatization. On one hand, we use the indicators as . On the other hand, we added other ratios/indicators in order to have a more complete analysis of firms on the short term equilibrium, long term equilibrium, treasury, capital structure, etc.
We compute empirical proxies for each company for the three years before privatization and for all available years after privatization to 2009. We then compute median and means for each variable for the pre-privatization [years N-3 to N-1] and post privatization [years +1 to 2009] periods. The year of the privatization, year N, is excluded from the analysis because it includes both the public and private ownership phases of the enterprise. The date of privatization is the date of the IPO or the date of the Direct Sale, depending on the privatization regime.
Having computed pre-and post-privatization means and medians, we use the Wilcoxon signedrank test, as one of the methods of testing for significant changes in the selected variables. This procedure tests whether means and median differences between pre and post privatization. In order to compare the performance improvements in the privatized firms by comparing the financial indicators, we assumed paired data for the analysis, which means that values in the two groups being compared are naturally linked or paired and usually arise from individuals being measured more than once. For each company, we join the data before with data after privatization. We base our conclusions on the standardized test statistic Z, which, for samples of at least 10, follows approximately a standard normal distribution. Additionally, we assume that the distribution of the differences between pairs of observations is symmetric. This methodology was also used by (Boubakri and Cosset, 1998) , or (D'Souza and Megginson, 1999).
The Kruskal-Wallis Test for testing the significant differences between the sub-samples
In the second stage of empirical testing, we test for significant differences between each dichotomous sub-sample pair using Kruskal-Wallis (KW) tests; this procedure, is the non-parametric equivalent of the one-way ANOVA. All observations are ranked regardless of the treatment group; ranks are handled as in the rank sum test. The mean rank sum is calculated for each group and the overall mean rank sum is calculated.
The KW test was used to compare the several performance indicators for each pair of sub-samples of the 11 sub-sampling criteria. A significant difference between the sub-samples would indicate that the subgroup classification factor might be an important determinant of post-privatization performance changes. With the null hypothesis that the pair of sub-samples from possibly different populations actually originates similar results, it was interpreted that the rejection of the null hypothesis implies that statistic evidence exists for difference between the sub-samples, therefore the assumption of the sub-sample criterion; this methodology, the nonparametric Kruskal-Wallis test, was used by (D'Souza et al., 2001).
Sub-Samples, Empirical Proxies and Testable Predictions
The primary objective of this study is to investigate how privatization in Portugal affects the financial and operational performance of the former SOE's. Governments expect that privatized firms will improve the financial and operational performance of firms, and most of the times, virtually all governments launching privatization programs have specific and generally very optimistic, expectations about what these programs yield.
In the first stage of the empirical test, we study the past privatization period observing the following performance areas: first, those areas and its proxies, as studied by (Boubakri and Cosset, 1998) and by . These include profitability (return on sales), operating efficiency (sales efficiency), capital investment (real capital expenditure to sales), output (real sales), employment (total employment), and dividend policy (dividend to sales) and leverage (capital structure) (total debt to total assets).
In addition to these performance areas, we use, in a second set of other areas and proxies as predicted relationship with great importance to understand the post privatization performance of firms, as follows: treasury (treasury applications), activity levels (sales to total assets), short term financial equilibrium (cash and banks to short term debt) and long term financial equilibrium (net cash flow to long term debt). These variables/indicators are very important because, on one hand, they give us a more complete economic performance analysis than done before by other authors, such as, (Boubakri and Cosset, 1998) and by and, on the other hand, they developed a financial performance analysis before and after privatization never done before by any work of this area.
Having computed pre-and post privatization means and medians, the Wilcoxon signed-rank test was then used in order to test for significant changes in those variables. Therefore, we did test the following hypotheses that privatization: (1) increases a firm's profitability, (2) increases its operating efficiency, (3) increases its capital investment spending, (4) increases its output, (5) decreases employment, (6) increases its payout ratio, (7) increases its treasury applications, (8) improves its activity levels, (9) improves its short run financial equilibrium, (10) improves its long run financial equilibrium, (11) improves its capital structure. In addition to analyse the full sample of privatized companies, we also cut our full sample into several dichotomous subsamples that are presented in Table 2 . Table 3 presents a summary of testable predictions, including: in first place, the performance areas. We examine for changes resulting from privatization. In second place, we include the financial indicators used for each performance area. In order to establish the predicted relationship, we choose the best variable and its predicted changes for each area of performance.
In a second stage of empirical testing (KruskalWallis), we are interested on why the performance improves, using sub-sampling criterions. In order to achieve that objective, we present the empirical proxies for each determinant predicted to affect postprivatization performance. We will describe how we expect each variable to impact the newly-privatized firm's financial and operating performance.
Competitive versus non-competitive analysis
One believes that the financial performance of firms in competitive markets is well different than those firms that are not included in non-competitive markets. The reason for the splitting the sample into competitive versus non-competitive industries is then straightforward. According to (D' Souza and Megginson, 1999) , competitive firms are defined as "those that are subject to international product market competition, and non-competitive firms as those that are relatively free of product market competition".
For the sale of enterprises in non-competitive sectors, the steps are more numerous and the process is more complex. Successful privatization of natural monopolies requires a regulatory framework that clarifies service goals, and develops cost minimization targets. For example, firms from the telecommunications and utilities industries are included in the non-competitive sample.
Several studies, such as, (Clamote, 1999) and (D' Souza and Megginson, 1999) , concluded that privatization of enterprises in competitive industries, such as, airlines, retail operations, or manufacturing, yielded more robust and rapid performance improvements, than in non-competitive industries, as long as there are no economy distortions that constrain competition.
Industries in a competitive environment must restructure, reduce costs and, additionally, they are obliged to manage their resources in a very professional way. When a firm is in a competitive environment it is expected, that more pressure is put on the firm, and this pressure is responsible for greater efficiency and profitability. This competition force drives firms to higher levels of profitability and efficiency. Thus, competition is expected to be a determinant of post-privatization performance improvements; therefore, firms in a competitive environment are expected to have greater financial performance improvements than those firms in a noncompetitive environment.
Thus, based on existing theory and findings, on one hand, we expect that both types of firms (competitive and non competitive) experience improvements with the privatization process. However, on the other hand, we expect that operational and financial gains are greater for firms in competitive markets during the postprivatization period.
We divide the sample into firms included in competitive markets and firms within the noncompetitive markets to determine the effect of competition on post-privatization performance. Of the forty two companies for which we have data, twenty six firms (62 percent) are operating in competitive industries. Firms included in the competitive sample and firms included in the non-competitive sample, are presented in Table II A large turnover (fifty percent or more) in a privatized firm's Board, represents two things: a) a powerful signal of a desire coming from the new owners to change firm direction, with new management and ideas; b) a willingness to remove potential human resources constraints on the development process, with positive consequences on firms performance.
(Clamote, 1999), (Boubakri and Cosset, 1998) , (Macquieira and Zurita, 1996) and (D' Souza and Megginson, 1999) , concluded on their investigation, that companies with greater than fifty percent changes in Board of Directors got better economic and financial results after privatization, than companies with less than fifty percent changes. We will also test these results.
We divide the sample into firms with less than fifty percent turnover in Board of Directors and firms with greater than fifty percent changes. We expect the high-board-change sub-sample to yield greater performance improvements than the sub-sample with less than fifty percent board change; as a matter of fact, based on the existing findings, we expect that changes in Board of Directors will positively impact the degree of post-privatization performance improvement.
Twenty eight firms (66%) out of the forty two companies from the sample changed the majority of their board of directors (more than 50%) after privatization and the new board stayed on functions for at least three years on the job. Firms included in each sample are presented in Table 2 .
Financial versus Non-Financial firms
It is clear that we know very little about financial privatizations as compared with non-financial privatizations. Having investigated the non-financial sector, the study of the financial sector is a logic consequence to answer some questions, as follows: which are the favoured approaches to financial privatizations? What evidence is there on the preversus post-privatization operating and financial performance of privatized banks and as compared to non-financial companies?
During the past twenty years, a large number of financial institutions in Portugal have been privatized by the Portuguese government through public offerings of shares. This represented a fundamental break with the national past that emphasized the strategic role of financial firms institutions and, in particular, commercial banks, in funding the nation's economic development and the national government's key role in planning and directing that development.
In contrast with the non-financial sector, where there is now a well-established body of empirical literature on the effects of privatization (D' Souza et al., 2000), the evidence on financial privatizations is only beginning to emerge. (Verbrugge et al., 1999) empirically examined how the financial performance of banks changes after being privatized via public share offering. They found some improvement in bank operational and financial performance following privatization.
Thus, we expect that improvement changes in the financial performance of privatized financial institutions will be much less pronounced than in the case of non-financial institutions. Our sample includes 16 financial institutions (38%) and 26 nonfinancial institutions (see Table 2 ).
Foreign Versus National Allocation of Control Analysis
In addition to changes in post privatization performance between financial versus non-financial firms; it is relevant to investigate the influence of foreign investment and management know-how on post privatization performance, as compared to the post privatization performance of national investments.
Any government that intends to privatize SOEs using public share offerings faces a very crucial decision: how to allocate shares. The share allocation decision is very relevant and requires the government to choose whether to benefit one group of potential investors over another (i.e., domestic investors, SOE employees, or both, over foreign and institutional investors). (Anderson et al., 1997) , in their study, identify 41 firms with direct foreign investment and 947 firms with no foreign investment. They found that profitability as measured either by return on equity or revenue per employee is significantly higher for the firms with foreign investors. (Smith et al., 1987) , document a significantly positive relationship between profitability and foreign ownership and a significantly negative relationship between leverage and foreign ownership. As a result, this would mean that foreign investment would bring new management culture, new technology, new products and marketing orientations procedures and new financial support with impact on financial ratios and economic and financial performance.
We have reasons to believe that foreign investment would have a different behaviour in Portuguese economies. Then we expect that the greatest performance improvements will result from privatization in which foreign private owners gain control of the firm. We expect that foreign allocation of control will lead to improvement changes in the financial performance of privatized firms much more pronounced than in the case of national allocation of control; accordingly, we expect that the greatest performance improvements will result from privatization in which foreign private owners gain control of the firm. Our sample includes 39 firms (92%) with national allocation of control and 3 firms with foreign allocation of control.
Concentrated versus non-concentrated structure after privatization
In addition to changes between foreign and national allocation, changes between firms whose capital is concentrated in a few shareholders (it may be a family) after privatization and firms with capital whose dispersion after privatization is very high, is also investigated. We are interested in exploring the relationship between corporate performance and the concentration degree of ownership. A concentrated structure will happen when the privatized capital is concentrated in a few shareholders and when, at least, one owner, has more than 50% of the privatized capital.
The reason for the splitting the sample into concentrated versus non-concentrated property structures is explained by the basic principle of the property rights theory. According to this theory, the greatest incentive for maximization profits and efficiency exists on companies with concentrated structures, where the owners are few and well known. The theoretical principle is understandable, since agency problems identified in companies with disperse ownership are not common within companies with one owner or with concentrated structures. As a result, this would mean that concentrated structures would bring higher management incentives, a direct presence and influence of the owner on the main strategic decisions, marketing orientations for the future of the companies with positive results on the financial and operational performance of the firm.
Therefore, we expect that a shareholder concentrated structure will produce positive results on the performance behaviour of Portuguese companies. Hence, privatizations that generate the largest concentrated amount of private ownership will generate the greatest performance improvements. In other words, we expect that improvement changes in the financial performance will be much more pronounced in concentrated structures than in the case of non-concentrated structures.
Twenty two firms (52%) out of the 42 companies from the sample have a concentrated structure after privatization and 20 firms (48%) have a non-concentrated structure after privatization; firms included in each sample are presented in Table 2 .
Share Issue Privatizations (SIPs) versus Direct Sale (DS)
The share issue privatization and the direct sale are the most known methods of privatization. According to (Megginson and Netter, 2001 ), sales of shares through public capital markets (SIPs), are more likely in less developed capital markets and for larger and more profitable state owned enterprises. The countries decision to use IPO's more frequently result from the governments' need and desire to use IPO to develop the national market's liquidity. IPO's are more likely when income is more equal through the country, providing more potential investors and avoiding the need for extensive underpricing of the offerings (Megginson and Netter, 2001 ).
Direct asset sales (sales to a small group of investors using private capital markets) and public contests (there are various investors with specific proposals), are more likely to occur where governments respect property rights and are not expected to expropriate the privatized assets (Megginson and Netter, 2001 ).
Simultaneously, (Pinkerton, 1982) concluded, on his study, that, when raising new capital, managers have historically rejected the direct sales method favouring, instead, the seemingly more expensive underwritten public issue. They demonstrated empirically that firms which engage in direct offers enjoy a comparative economic and financial performance improvement, which is more than sufficient to account for some issuing reported cost differences between the two methods of equity financing. Consequently, we expect that improvement changes in the economic and financial performance will be much more pronounced in the case of SIPs than in the case of direct sales or public contest.
Our sample includes forty two companies, where 23 firms (55 %) were privatized by IPO and 19 firms were privatized by direct sale. Firms included in each sample are presented in Table 2 .
Firms that have their stock listed versus firms that do not have their stock listed on a stock exchange
We test the effect of firms that are listed after privatization and firms that are not listed on the postprivatization period. Starting a stock exchange listing enhances capital and management monitoring that will likely trigger post-privatization performance improvements. Thus, we expect that improvement changes in the financial and operational performance will be much more pronounced when firms were listed than in the case of firms that not listed.
(Dewenter and Malatesta, 1997) and (Anderson et al., 1997) argue that state-owned firms are less efficient, because they are immune to capital market scrutiny. As a result, managerial performance is inadequately monitored. The public trading of shares establish the possibility of takeover by outsiders introduces the discipline of the managerial labour market and provides the ability to link compensation to performance; as a result, when shares trade in the public equity markets, owners and managers have enhanced capacity to spur greater managerial effort and accountability. The mere fact that contests involving privatized companies have occurred, suggests that the introduction of capital market monitoring may trigger post-privatization performance improvements. Therefore, we seek to further establish a linkage between the fact that the firm had or did not have its stock listed and performance of firms following privatization.
Our sample includes 42 companies, where 25 firms (60 %) are listed after privatization and 17 firms (40 %) not listed after privatization. Firms included in each sample are presented in Table 2 .
Privatization in or before 1990 versus privatization after 1990
According to (Mello, 1996) , the existence of fiscal benefits is a condition to the definition of the companies capital structure and the use of capital markets as a permanent financial method; on his study about the Portuguese capital market, between 1986 and 1990, Mello [1996] , concludes that the fiscal benefits effect is well observable on the high number of companies that were officially quoted in 1986, 1987 and 1998.
In addition, (Mello, 1996) , concludes that, in relative terms, the percentage of firms financing through the Portuguese capital market before 1990, was substantially higher than the percentage of firms that did the same after 1990. However, Mello clarified that the fiscal incentives might not be the only cause of the capital market development during those years. He adds other reasons for such evolution, as the development of the Portuguese economy and its capital market dynamic.
Additionally, (Mello, 1996) , concludes, on his investigation, that only 30 percent of total firms listed from 1996 to 1990, stayed listed after the admission; the other 70 percent, either quit from the market or changed from the official to the non-official market. Our study extends the Mello's study and includes firm privatizations from 1987 to 2002. For the reasons explained above, we separate data into two subsamples: firms that were privatized in, or before 1990, and firms that were privatized after 1990.
Consequently, we expect that improvement changes in the financial performance will be much less pronounced for firms privatized in, or before, 1990, than firms privatized after 1990. Since, after 1990, there were no special fiscal incentives, the financial performance of privatized firms would be more homogeneous, without relevant changes (ceteris paribus).
Our sample includes 42 companies, where 12 firms (29 %) were privatized in, or before, 1990 and 30 firms (71 %) were privatized after 1990. Firms included in each sample are presented in Table 2 .
Firms that have shareholders in management versus firms that do not have shareholders in management
The rationale for splitting up the sample into firms that face the agency problem and firms with shareholders in management is straightforward. The nature of decisions that maximize the wealth of the firm's shareholders should be different in both situations with consequences in post-privatization performance. An initial public offering of common stock typically leads to significant changes in the ownership of a company's stock and reflects the dilution of an owner/manager's stake as depicted in the analysis of agency costs by (Jensen and Meckling, 1976) . Their argument implies that a company's performance suffers after going public.
Our research is motivated by the evidence that management ownership appears to play a significant role in the performance of many companies. (Jensen and Meckling, 1976) , argued that agents or managers have incentives to serve their own interests, while may be to the detriment of the principal. After the IPO, as the management ownership rises, managers pay a larger share of the cost of the deviation from the value-maximization and are less to squander corporate wealth. This implies that corporate performance is expected to increase with the level of insider ownership (Jensen and Meckling, 1976) .
On the contrary, the offsetting costs of management ownership have been raised up by (Fama and Jensen, 1983 ). According to them, when a manager owns a small stake, market discipline, product market and the market for corporate control may force him toward value maximization. On the other hand, if a manager controls a substantial fraction of the firm's equity, he may have enough voting power or influence to guarantee his employment in the firm and make policies without market control. That is, corporate assets can be less valuable when managed by an individual free from checks on his control.
Our sample includes forty two companies, where 26 firms (62 %) have shareholders in management after privatization and 16 firms (38 %) do not have shareholders in management after privatization. Firms included in each sample are presented in Table 2 .
Total versus Partial Privatization Analysis
Privatization is a process, not an event. In very few cases is state ownership is eliminated with a single share offering. In many cases, there are one or more seasoned offerings that follow an IPO and these transactions often occur a year or more after the initial offer. The numerous cases in which privatization occurs in stages over time suggests that revenue maximization is one of the forces driving privatizations, along the government's wish to retain its influence over the company. If the objective was to eliminate state ownership, one transaction could accomplish that goal.
The models illustrate the importance of the sequencing and staging to build reputational capital with investors by the governments, building domestic support for the privatization program, as well as identifying bidders that maximize the efficiency of the firm in the future. Some articles that empirically examine sequencing or staging are the follows: (Jones et al., 1999) and .
Several papers empirically examine the choices governments actually make in designing SIP programs. (Menyah and Paudyal, 1996) investigate the way in which the objectives of privatization influence the procedures and incentives used in the sale of state-owned shares, on the London Stock Exchange by the U.K. government. In control privatizations, the government sells voting control (it sells enough shares to bring its holdings below 50 percent); in revenue privatizations, the government retains a majority stake. Additionally, outside investors (unlike managers), need not be cash constrained, and hence can, in aggregate, afford a larger ownership stake.
According to (D' Souza and Megginson, 1999) , this logic suggests that selling voting control to outside investors is most conducive to efficiency improvements; thus, we expect that improvement changes in the financial performance, will be much more pronounced when firms were totally privatized than in the case of firms that were partially privatized, since in control privatizations, the new owners have conditions to make structural management decisions in order to improve performance.
Our sample includes forty two companies, where 21 firms (50 %) were privatized partially and 21 firms (50 %) were privatized totally. Firms included in each sample are presented in Table 2 .
Restructuring SOEs Prior to Sale versus not restructuring analysis
One of the more complex issues in this area involves the interrelated questions of whether to restructure a SOE prior to sale. As a matter of fact, a related practical question about privatization is whether governments should restructure SOEs (e.g., lay off redundant workers) prior to selling or leave this to the new owners. This is related to the question of whether reform and privatization should proceed quickly or slowly. Early advice from the World Bank (Nellis and Kikefi, 1989) , was that governments should restructure SOEs prior to divestment, since governments are better able than private owners to cushion the financial blow to any displaced workers by using unemployment or pension payments.
Two empirical papers that examined SOE reform prior to privatization are (Lopez-de-Silanes, 1997) and (Malatesta, 2000) . The first author examined whether prior government restructuring of SOEs improved the net price received for the company, and finds evidence that it does not. He shows that prices received by the government would have increased by 71 cents per dollar of assets if the only restructuring step taken by the government had been to fire the CEO and if the assets had been divested, on average, one year earlier. He argues that other restructuring steps slow down the process and consume too many resources to be worthwhile. (Malatesta, 2000) finds some evidence that the improvements brought about by privatization occur before the SOE is privatized. Some industries, just prior to privatization, restructure through organizational changes and/or acquisitions and divestures and/or financial restructurings (i.e., debt write-offs). Admitting that firms restructure in order to improve profitability and efficiency, we predict that restructuring should increase performance improvements. We expect that changes in the financial performance will be much more pronounced when firms were restructured prior to sale than in the case of firms that were not restructured prior to sale, since a well restructured firm is better prepared to face the marketplace and, thus, to improve more its operational and financial performance than firms that did not restructured before the sale.
Our sample includes forty two companies, where 16 firms (38 %) had restructured before privatization and 26 firms had not restructured before privatization. Firms included in each sample are presented in Table 2 .
Empirical results
In this section, we present and discuss our empirical findings for the full sample of all privatized firms and for the eleven subsamples. Our empirical work measures the post-privatization operational and financial performance. In global terms, our investigation confirms, on one hand, that, following privatization, as it was expected by us, firms experience improvements (increase), significantly, in average (median) levels of profitability, operating efficiency, capital investment, output, treasury applications, dividend policy, activity levels and decrease in employment levels, when compared to the average (median) values from the pre-privatization period.
On the other hand, our findings, in opposite to it was expected, show that firms do not experience improvements in average (median) levels of short term equilibrium and long term equilibrium when compared to the average (median) values from the pre-privatization period.
Profitability Changes
We measure profitability by the return on sales indicator (ROS -net income to sales) as in (D'Souza and Megginson, 1999) . Table 4 summarizes the results for the full sample of all privatized firms. As we expected, profitability increases significantly after privatization, when testing ROS for the full sample of 42 companies. The mean (median) increase in ROS after divestiture is 6.0 percentage points (6.0 points), from 10 to 16 percent of sales (21 to 27 percent) and 67 % of the companies, experienced an improvement on the average ROS after privatization and 63% observed an increase on its median. Wilcoxon tests show that ROS increases significantly (at the 5 percent level) after privatization.
All the subsamples also present significant postprivatization improvements in profitability. Eleven put of the twenty two firms observed a statistically significant increase in the mean and the median based on the Wilcoxon test. The majority of the proportion test statistics for mean and median are also significantly positive. The Kruskal-Wallis test also a shows significant difference in average levels between most of subgroups, at five percent significance level of significance. These results mean that by partitioning our total data into these subsamples, we find that there are significant differences.
In spite of some performance improvements in non-competitive markets, as we expected, performance improvements in competitive markets are more robust, as they have more significant performance changes than in non-competitive markets. With the exception of (Jain and Kini, 1994), who found a significant decrease in profitability, our results confirm most of the expectations about the competitive markets, with stronger performance improvements after privatization than in noncompetitive markets, in line with , (Boubakri and Cosset, 1998) , (Verbrugge et al., 2000) , (Clamote, 2000) , (Boardman et al., 2000) and (Dewenter and Malatesta, 2000)..
Operating Efficiency
We measure operating efficiency with the sales efficiency (SALEFF -sales to total employment) as in (D'Souza and Megginson, 1999) . Sales per employee increased from an average (median) 92 % (92 %) during the preprivatization period (-3 to -1 years), to 175 % (178 %) afterward. The Wilcoxon tests show that SALEFF increases significantly (at the 5 % level) after privatization. In addition, 73 % (71 %) of all companies experienced an improvement on efficiency after privatization. This highly significant increase shows that in the postprivatization firms use their resources on a much more efficiency way. So, all the figures for the all sample show us very relevant operating efficiency improvements.
All of the subsamples show relevant postprivatization improvements in operating efficiency. We observe that eighteen out of twenty two mean increases, and seventeen out of twenty two median increases. The results are significant, based on the Wilcoxon test and the majority of the proportion test statistics (mean and median) are significantly positive at the 5 % level. Nevertheless, not all the subsamples experience identical efficiency improvements. The Kruskal-Wallis tests show that privatizations by IPO experience greater efficiency gains than from. We also observed that Total Privatizations tend to show a more significant improvement on efficiency than do Partial Privatizations.
As we expected, either for the sample or for the subsamples, divested companies improve their operating efficiency and reach their objective more frequently as by governments launch their privatization programs. Our results agreed with (D'Souza and Megginson, 1999) , (Boubakri and Cosset, 1998) , (Boardman et al., 2000) and (Clamote, 2000) , who concluded that by the privatization mechanism, governments clearly hope that these firms will employ their human, financial and technological resources more efficiently; the shareholders (including employees) in a private company capture most of the benefits of efficiency improvements, but they also suffer most if, in some exceptions, efficiency is not improved.
Capital investment
We compute capital investment spending using the real capital expenditure to sales indicator (RCESAreal capital expenditure to sales) as in (D'Souza and Megginson, 1999) . The capital investment spending indicator increases significantly after privatization for the full sample of 42 companies. The mean (median) increase in RCESA after divestiture is 8 percentage points (9 points), from 53 percent to 61 percent of sales (31 to 40 percent).
All of the subsamples also present significant postprivatization improvements in profitability. Five out of twenty two mean increases and six out of twenty two median increases are significant, based on the Wilcoxon test and the majority of the proportion test statistics (mean and median) are significantly positive. The proportion test also reflects greater investment spending since 54 % (52 %) of the firms in our sample report higher values of this ratio after privatization. Wilcoxon tests show that RCESA increases significantly (at the 5 % level) after privatization. However, the investment intensity is not the same for all subsamples. The Kruskal-Wallis tests indicate that privatizations by IPO experience greater investment spending than do firms privatized by Direct Sale. Listed companies also perform better than unlisted companies and firms that restructured before privatization also perform better than that the others that did not restructure.
As we expected, capital spending increases significantly after privatization; our results are closed to (Macquieira and Zurita, 1996), (D'Souza and Megginson, 2000), (Boardman et al., 2000) and . These last authors suggested a list of reasons why expecting that privatized companies would increase capital spending after divesture. First, their initial public offering companies have greater access to private debt and to the equity market than most SOE. Secondly, if privatization is sided by deregulation, the former SOE will face very large investment needs in order to become competitive with other private companies. In third place, SOE tend to stress labour over capital inputs in their production processes, and the power of politicians, labour unions and other interest groups tend to leave SOE employees rich and capital poor. In fourth place, removal of government control of the SOE also reduces the government's ability to force SOE managers to overproduce politically attractive but economically wasteful goods. Finally, as privatizations promote entrepreneurship, former SOE will have the incentive and the means to invest in growth options both at home and abroad.
Real Output
We test for changes in output by calculating the real sales indicator (SAL -nominal sales to consumer price index) as in (D'Souza and Megginson, 1999) for the preprivatization period and comparing it to the three-year average level for the postprivatization period. We found that real output increases significantly after privatization. Average (median) SAL, rises from 94 % (97 %) to 218 % (242 %); the increase in mean and median levels following privatization is significant at the 5 % significance level. The proportion test also indicates that real output significantly rises in the years following privatization since 69 % (71 %) of our sample report higher values of this indicator in the years after privatization.
Most of the subsamples also present significant postprivatization improvements in profitability. We observe eleven out of twenty two mean increases and twelve out of the twenty two median increases. All of them are significant based on the Wilcoxon test and the majority of the proportion test statistics (mean and median) are significantly positive.
Our results confirm most of the expectations about this financial indicator, showing a very significant increase, as in (Jain and Kini, 1994) , (Macquieira and Zurita, 1996) , (D'Souza and Megginson, 1999) , 1993) who argued that effective privatization will lead to a reduction in output, since the government can no longer entice managers (through subsidies) to maintain inefficiently high output levels.
Employment
We compute employment using as proxy the total employment (EMPL -total number of employees) as in (D'Souza and Megginson, 1999) . Overall, we find that employment decreases significantly after privatization; we compare the average (median) for the pre-privatization period to the average (median) level for the post-privatization period. The decrease in average (median) levels following privatization is significant at the 5% significance level. The Wilcoxon test shows a significant average (median) decrease in employment from 2173 employees (2095 employees) to 1827 employees (1837 employees). Our proportion test statistic also reflects less employment mean levels since 63 percent (69 percent) of our sample report lower values of employment in the years after privatization.
Nevertheless, the percentage of decline is not the same for all subsamples. The Kruskal-Wallis test shows significant differences in mean (median) levels between the majorities of the subgroups, all at five percent significance level of significance. These results means that by partitioning our total data into these sub-samples, we find that there are significant differences.
Our results confirm most of the expectations about employment, that is, a very significant decrease, as (D'Souza and Megginson, 1999), (Dewenter and Malatesta, 2000), (Boardman et al., 2000) and (Clamote, 2000) . This differs from the results of , who found insignificant decreases on employment, and, for them, the great fear of all governments contemplating privatization programs is that efficiency and profitability will be achieved only at a cost: unemployment; that is, governments expect large declines in employment levels after privatization. Also, prior to privatization, most SOE tend to be overstaffed. Thus, in order to increase efficiency, extensive layoffs would be expected following privatization and the reduction of subsidies. In contrast, the results of (Macquieira and Zurita, 1996) and (Boubakri and Cosset, 1998) all showed employment rises after privatization.
Dividend Policy
We measure dividend policy with the dividend to sales (DIVSAL -dividend to sales) as in (D'Souza and Megginson, 1999) 
The Kruskal-Wallis tests show that dividend payments increase significantly more for privatizations by IPO than for privatizations by Direct Sale, significantly more for firms with listed stocks than for non-listed stocks, significantly more for firms with shareholders in the firms' management after privatization, than for firms without shareholders in management after privatization.
Our results confirm most of the expectations about dividend policy, that is, a very significant increase after privatization, as , (Macquieira and Zurita, 1996), (Clamote, 2000) and (Boubakri and Cosset, 1998) . They concluded that, following privatization, dividend payments increase in result of the pressure of private investors for dividends and dividend payments, as opposed to governments. The classic response to the atomized ownership structure to which most privatization programs lead is, therefore, the increase on dividends payments.
Treasury
We compute treasury with the treasury applications indicator (TA -cash and banks plus dividends plus capital expenditure). We find that that treasury applications increase after privatization. For the full sample of all privatized firms, the mean (median) TA rises after privatization, mainly due to the increase of capital expenditures. The proportion test also indicates that treasury applications significantly rise in the years following privatization, since 54 % (52 %) of our sample report higher values of this indicator in the years after privatization.
Most of the subsamples also present postprivatization improvements in treasury applications and most of the proportion test statistics (mean and median) are significantly positive. The Kruskal-Wallis test does not show significant differences in mean (median) levels for most of subgroups, at 5% significance level. These results mean that by partitioning our total data into these sub-samples, we find that there are no significant differences.
Our results confirm our expectations, since, for most of the sample, if capital expenditures and dividends in absolute terms increased, treasury applications should increase too. The only component of treasury applications that had decreased after privatization was cash and banks.
Activity Levels
We compute activity levels using the sales to total assets indicator (STA -Sales divided by Total Assets). The activity levels indicator increases significantly after privatization for the full sample of 42 companies. The mean (median) increase in STA after divestiture is 40 percentage points (17 points), from 52 percent to 91 percent of sales (39 to 56 percent).
Some subsamples also present significant postprivatization improvements in activity levels. Eight out of twenty two mean (median) increases are significant based on the Wilcoxon test and most of the proportion test statistics (for mean and median) are significantly positive. The proportion test also reflects relevant improvements in activity levels, since 58 % (55 %) of our sample report higher values of this ratio following privatization. Wilcoxon tests show that the STA ratio increases significantly (at the 5 % level) after privatization.
The Kruskal-Wallis tests shows that privatizations in competitive markets experience greater activity levels than do firms in noncompetitive markets, the non financial sector shows higher activity levels than the financial sector. Firms with foreign allocation of control present higher activity levels than firms with national allocation of control, privatizations by IPO show higher activity levels than privatizations by Direct Sale, listed firms perform better than firms not listed, firms with shareholders in management show higher levels than do firms without shareholders in management, total privatizations show higher activity levels than partial privatizations and firms that restructured before privatization, perform better than do firms that did not restructure before privatization.
So far, our empirical results show several indicators (operational and financial) which are improved after privatization. One of reasons, among others, is the approach that comes from new owners and managers. With new and possibly better motivated managers, we certainly have better inventory management (raw materials, finish goods, etc.) and, consequently, higher activity levels and profitability.
Short Term Equilibrium
We compute short term equilibrium with the cash and banks to short term debt (CBTSTD -cash and banks divided by short term debt). We find that the short term equilibrium is worst after privatization. Average (median) CBTSTD decreases from 20 % (16 %) to 16 % (13 %). The proportion test indicates that the short term equilibrium declines in the years following privatization. Only 23 % (19 %) of our sample report improved short term equilibrium in the years after privatization. The subsamples also present postprivatization decrease in short term equilibrium.
The Kruskal-Wallis test shows differences in mean (median) levels between most of subgroups (seven out of 11), all at five percent significance level
We may have expected that, after privatization, the financial equilibrium of the firms would improve slightly in the short term, during the first years of private management. However, either for the total samples either for most of the subsamples, we find a decrease on short term financial equilibrium after privatization. This may be the result of an increase in investment spending, restructure and develop in result of management decisions that, sometimes, require a great amount of money, such as, lay-off workers (as we observed earlier in this chapter. In order to finance these restructuring decisions, companies are forced to get financing (most of times, short term financing) and, in consequence, their financial structure may be affected in short term.
Long Term Equilibrium
We measure long term equilibrium with net cash flow to long term debt (NCFTLTD -net cash flow divided by long term debt). We find that the long term equilibrium is worst after privatization. Average (median) NCFTLTD decreases from 26 % (7 %) to 20 % (3 %). The proportion test shows that the long term equilibrium declines following privatization. Only 37 % (31 %) of our sample report improved performance following privatization.
The subsamples also present a postprivatization decrease in long term equilibrium. The KruskalWallis test shows significant difference in mean (median) levels between most of subgroups, all significant at 5% significance level (five on total). These results mean that by partitioning our total data into these sub-samples, there are significant differences.
We expected that, after privatization, the financial equilibrium of the firms would improve slightly in the long term. However, either the total sample either most of the subsamples show a decrease on long term financial equilibrium after privatization. These results are puzzling since, we expect that, in the long run, after the restructuring decisions, firms tend to consolidate, to profit from their investments, and tending to attain the long term equilibrium.
Capital Structure
We measure capital structure with total debt to total assets (TDTA -total debt divided by total assets, as in (Boubakri and Cosset, 1998) . We find that the capital structure is improved after privatization. Mean (median) TDTA decreases from 74 % (79 %) to 62 % (63 %). The proportion test shows that the capital structure is significantly improved following privatization. In addition, 65 % (61 %) of all companies experienced an improved capital structure after privatization. This highly significant increase shows that, the increase on total assets was relatively higher than the increase on total debt after privatization. The Kruskal-Wallis test shows significant differences in mean (median) levels between most of subgroups (seven out of eleven), all at 5% significance level.
Our results confirm most of the expectations about improvements on capital structure after privatization. (Macquieira and Zurita, 1996), (Boubakri and Cosset, 1998), (Clamote, 2000) and concluded that, while most governments do not place great priority on improving financial soundness of the newly privatized firms, most do expect capital structure to improve dropping the leverage ratios after privatization, because SOEs, traditionally, have very high debt levels, the only ways of equity available to those firms are capital injections from governments and retained earnings if they exist.
On the other hand, the switch from public to private ownership should lead to more consistent capital structure because the government's removal of debt guarantees will increase the firms' cost of borrowing and because companies will have increased access to public equity markets.
Summary and conclusions
Over the last fifteen years, the privatization process has transformed the Portuguese economic landscape throughout a sweeping reduction of the role of the state in the economy. An economic event such profound raises many important questions -most of which are, as yet, not completely answered. We investigate whether or not the privatization of SOE had caused improvements on the economic and financial performance of those privatized companies, as it is suggested by the literature of property rights, public choice and agency theory.
Abroad, so far, most of the work done on privatizations and their effects on the divesture companies, had been oriented just to the economic and social side of the firm (profitability, operating efficiency and output), ignoring its financial side, as happen with ., 2000) , among others. In Portugal, the only existing work on the performance of newly privatized firms, (Clamote, 2000), has the same economic orientation. Our work, filling in this gap, adds the financial to the economic and social perspective of the divesture firm performance.
In addition, the same authors have considered, on their study, just a full, aggregate sample, with a few exceptions, as, (Clamote, 1999) and (D'Souza & Megginson, 1999), whose work only considered a few criteria to study the sample separately: competition, total (control) privatization, new CEO and new Board of Directors. Our work excludes the new CEO criteria but adds others: the listing process, the pre-restructurings, the timing of the privatization, the existence of shareholders in management, the concentration of capital, the financial and nonfinancial sector, the foreign and national control and the method of privatization. We are sure that these multi-industry samples improve the quality of the empirical results, in a more analytical way, and provides additional perspectives to a better understanding of the postprivatization firm performance. We work with a sample composed of 42 companies from all activity sectors, with analysis for the period 1989 to 2003. This goes far beyond another work with Portuguese data, (Clamote, 2000) that uses only 20 companies for the period 1989 to 1995 period.
On the economic side, we document significant improvements on profitability, operating efficiency, capital investment, and real output and activity levels. Firms on the competitive sector of the economy, firms with changes on more than 50% of the Board, firms in the nonfinancial sector, firms with foreign control, firms with concentrated structures after privatization, firms with stocks listed in an Exchange, firms with shareholders in management, firms that changed the total control after privatizations and firms that restructured, have a more significant operational improvement than the correspondent opposite subsample.
Lastly, on the financial side, we document a decline on the short and long term equilibrium, which means that companies, after privatization, at least during the first years, have some financial instability, mainly due to a great effort to finance their growth and capital investments, lay-offs, and to finance the redirection of their commercial and marketing strategy. TOTAL  26  16  28  14  16  26  39  3  22  20  23 19 25  17  12  30  26  16  24 18  16 
